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HAS TAKEN ON A SIGNIFICANCE

FAR LARGER TUAN ITS POSITION ON THE CALENDAR.

J ust mention the date and a taxpayer' s skin
WILL CRAWL AND BLOOD PRESSURE RISE.

B ut it need not be so bad. T o try to make
THIS SEASON LESS TAXING. HERE ARE SOME TIPS

from

C ertified P ublic Accountants (CPA s ) on

SIZING UP THIS year’s TAX PICTURE AND SIZING

DOWN YOUR TAX BILL.
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The CPA. Never Underestimate The Value.SM
Communications Division
American institute of Certified Pubiic Accountants
1211 Avenue of the Americas
New York, NY 10036 8775

Get

IT T O G E T H E R : G A TH ER IN G documentation

The first rule of imposing order on tax filing is:
prepare, prepare, and prepare! You must organize
and review all your financial records for the year.
Income Records
If ages and Business Income. Look for the follow
ing forms to arrive from employers by the end of
January: Form W-2, which lists taxable wages
and fringe benefits and the amount of taxes
withheld from your wages; or, if you are selfemployed, Form 1099-MISC. which lists income
from every company that paid you $600 or more
during the year for nonemployee services.
Interest and Dividend Income. If you received
any interest or dividend income in 1995, look for
Form 1099-INT or 1099-DIV from each paver
bv January 31. You’ll also need to determine
your tax-free interest to calculate such items as
the taxability of your Social Security benefits.
Sale o f Securities. If you sold stocks or bonds
in 1995, look for Form 1099-B, which brokers
use to report sales transactions. Also, collect a

copy of both the purchase and sales transaction
slips, which will enable you to determine the
cost basis of each security sold. These docu
ments are critical to calculating your capital
gains tax.
Sale o f Real Estate. If you sold your primary resi
dence during the year, you should gather every
closing statement, receipt, and canceled check
pertaining to the sale as well as those from the
original purchase. You’ll need receipts and can
celed checks for any home improvements you
made. Also, collect proof of expenses incurred to
fix up the house 90 days before the date of con
tract of sale through 30 days after the sale. And,
if you bought a new home, you’ll need records
from that closing. Also, look for Form 1099-S to
arrive before the end of January.
Other Income. There are many other types of tax
able income you must report, which include: cer
tain state and local income tax refunds; alimony;
pension-plan distributions; jury duty pay; unem
ployment benefits; prizes, winnings, or cash
awards; honoraria; royalties; rental income; Social
Security benefits; tips; and partnership and
S-corporation income.
Deduction Records
Old Tax Returns. Tax returns from previous years
will remind you of what you’ve claimed in the past
to help focus your information-gathering process.
Pay Stubs. Your paycheck stubs should record
automatic payroll deductions as well as other
deductible expenses.
Checkbooks and Credit-Card Records. Examine
your checkbook and credit-card statements for
payments that might be tax-deductible and set
aside relevant canceled checks and receipts.
Mortgage Interest Statements. Interest payments
of $600 or more on a mortgage generally must be
reported to you on Form 1098.

K now the basics: determining filing status

Separate or Joint Filing. If you are married and
both spouses earn taxable income, you should
calculate your taxes as if you’ll be filing sepa
rately and jointly, and determine which results in
the lowest overall liability. While there are excep
tions, filing jointly generally saves taxes if one
spouse earns all or most of the income.
Head o f Household. If you are not married and
have a child, grandchild, or other dependent
relative living with you more than half the year, or
maintain a home for your dependent parents, you
may have the option of filing under head of house
hold status. This tax status carries a lower tax rate,
among other benefits, over single-filer status.
To Itemize or Not to Itemize? Generally, you
should itemize your deductions if they total more
than your standard deduction:
$3,900 — single
$6,550 — married, filing jointly/qualified
widow(er)
$5,750 — head of household
$3,275 — married, filing separately
Keep in mind that high-income taxpayers are
required to reduce their itemized deductions by 3
percent of adjusted gross income (AGI) in excess
of $114,700 ($57,350 if married, filing separate
ly). However, this reduction may never be more
than 80 percent of allowable deductions, and
doesn’t apply to medical expenses, investment
interest, and casualty, theft, or gambling losses.

or IRA, for the 1995 tax year. Contribution lim
its are $2,000 if single; or, if married, $4,000 if
both spouses work and earn more than $2,000,
or $2,250 if only one works.
Moving Expenses. Deductible job-related moving
expenses are limited to the costs of transporting
you, your family, and your possessions to your
new home, and only if the new job is at least 50
miles farther from your former home than was
the old job. Generally, you also must remain
employed in the new locality for 39 weeks out of
the following 12 months. Mileage allowance for
1995 is 9 cents per mile. You can no longer
deduct the costs of house-hunting, temporary liv
ing, or meals while en route to your new home.
Others. Other tax adjustments include alimony
payments, penalties paid on early withdrawals
from savings, jury duty pay turned over to your
employer, and, for the self-employed, 50 percent
of the self-employment tax and 30 percent of
health insurance premiums.
Allowable Itemized Deductions
Miscellaneous Expenses. To the extent that they
surpass 2 percent of your AGI, a broad array of
business, investment, and tax expenses are taxdeductible. Among them are: employment-related
education, subscriptions to professional and trade
publications, 50 percent of business meals and
entertainment, union dues, travel and job-hunting
expenses, fees for professional investment advice,
safe-deposit-box rental fees, tax preparation costs,
and even calls to the IRS to get tax information.

G et your due : reducing tax liability

Allowable Adjustments
Adjustments to income are deductions subtracted
directly from gross income, whether or not you
itemize personal deductions on your tax return.
Individual Retirement Accounts (IRAs). Investing
pretax dollars in retirement plans reduces your
AGI. Through April 15, 1996, you still can take
advantage of an Individual Retirement Account,

Medical Expenses. Unreimbursed medical expenses
exceeding 7.5 percent of your AGI can be deducted.
Eligible expenses include: professional medical and
dental services; prescription drugs and medicines;
laboratory tests; medically dictated items, such as
eyeglasses, braces, and orthopedic shoes; medical
insurance premiums; transportation to and from
medical facilities; and even home improvements
made for medical reasons, with certain limitations.

Homeowner Expenses. Mortgage interest on first
or second homes and real estate taxes are
deductible. So is interest on home equity loans up
to $100,000 ($50,000 for married taxpayers fil
ing separately). For the purchase of a primary
residence, points on a mortgage are deductible,
even if the seller paid the points. Since this ruling
is retroactive to 1991, be sure to file an amended
return if you qualify. However, points on a mort
gage refinancing generally must be deducted rat
ably over the loan term.
If you are 55 or older, you also may be entitled to
a one-time exclusion from taxable income of
$125,000 on the sale of your primary residence,
with certain restrictions.
Charitable Donations. Contributions to IRS-quali
fied charitable organizations generally are fully
deductible up to 50 percent of your AGI.
However, as of 1994, a contemporaneous written
receipt for any donation of $250 or more is
required; a canceled check will no longer do.
Donating capital-gains property to charity may
get you a double tax break. As long as you’ve held
the property for more than a year, generally you
can deduct its fair-market value at the time of the
donation without having to pay tax on the appre
ciation. Expenses you incur in doing charity work,
such as uniforms and transportation, also are
deductible.
Casualty and Theft Losses. Unreimbursed losses
suffered due to natural disasters, along with losses
resulting from theft, are tax-deductible, as long as
they are sudden and unexpected —such as those
caused by a fire, hurricane, or flood. Casualty and
theft losses are deductible, less a $100 deductible
per loss, above 10 percent of your AGI.

Dependent Care Credit. If you hire someone to
care for certain dependents while you work, you
may be entitled to a dependent care tax credit of
20-30 percent, depending on your AGI, up to a
total of $2,400 of expenses for one dependent
and $4,800 for two or more.
Earned Income Credit. The earned income credit
lowers taxes for low-income workers who sup
port children. The maximum credit is $2,094 for
one child and $3,110 for two or more. An earned
income credit of $314 also is available to some
low-income workers without children.
Avoid the alternative: determining AMT liability

If you have an abundance of deductions and
credits for 1995, you may not be able to use
them at all. Instead, you may find yourself sub
ject to the Alternative Minimum Tax, or AMT.
This is an alternate taxing method, with its own
set of rules, designed to ensure that everyone
pays a minimum amount of tax. You should cal
culate your taxes under both systems to deter
mine if you will be subject to the AMT, or con
sult a CPA for help.
T ake more tim e : extending the deadline

If April 15 has come and you’re not prepared to
file your return or can’t pay the taxes you owe,
there are provisions that can help. While you still
must pay interest on taxes paid after April 15,
you have some deadline-bending options: Form
4868 to obtain an automatic extension to August
15, 1996, eliminating late-filing penalties; Form
1127 to extend the due date for payment, with
probable abatement of late-payment penalties;
and Form 9465 to request an installment agree
ment.

G ive yourself credits : computing tax breaks

Tax credits are even more valuable than deduc
tions because they directly reduce taxes, while
deductions only reduce taxable income.

The information in this brochure is fo r general purposes and is
not intended as specific advice fo r any individual.

